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THE DETROIT MILK LICENSE 


ETROIT dairy interests requested and 
received a Federal milk license under 
the Agricultural Adjustment Act in 1933, 
in connection with a marketing agreement. 
In 1934 the marketing agreement was term- 
inated with 12 other then existing agree- 
ments by order of the Secretary of Agricul- 
ture, and a new license for the Detroit sales 
area was issued. ‘This license as amended 
subsequently is now in effect.! 


The license consists of a series of regula- 
tions, established by the Secretary of Agri- 
culture, to govern the marketing of milk. 
These regulations have the effect of law. 

Designed to stabilize market conditions, 
the license sets minimum prices to be paid 
producers by distributors, gives each pro- 
ducer an equal share of ‘the market, and 
insures that all distributors will pay the 
same price for milk according to the use 
they make of it. 


Detroit is one of the largest fluid milk 
markets in the United States, receiving an 
average volume of about 220,000 gallons 
daily. 

The Michigan Milk Producers’ Associa- 
tion and individual distributors and pas- 
teurizing companies were consulted before 
the license was drafted by the Agricultural 
Adjustment Administration, and it was the 
subject of a public hearing at Pontiac, 
Mich., on March 5, 1934. 

Milk producers are not licensed. Only 
distributing agencies buying and selling milk 
in the sales area defined in the license are 
subject to the license directly. 

The license is administered by a Market 
Administrator, appointed by the Secretary 
of Agriculture. His office is in Room 34383 
Barlum Tower, Detroit. 


1 License No. 50, effective Apr. 1, 1934; with amendments effec- 
tive Nov. 5, Dec. 6, 1934, and Jan. 10, 1935. 
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The Sales Area Defined 


The sales area is defined as follows: 

All territory within the corporate limits 
of Detroit, Highland Park, Hamtramck, 
Dearborn, River Rouge, Wyandotte, Tren- 
ton, and all the balance of Wayne County, 
except the townships of Sumpter, Nankin, 
Livonia, Huron, Van Buren, Romulus, Can- 
ton, Plymouth, ‘and Northville: the territory 
lying within the corporate limits of the cities 
of Pontiac and Royal Oak, the townships of 
Waterford, Pontiac, Troy, Bloomfield, West 
Bloomfield, Southfield, Royal Oak, Farm- 
ington, and such other cities as may lie 
within the boundaries of said townships in 
Oakland County; the territory lying within 
the townships of Warren, Erin, and Lake, 
and cities lying within. the boundaries of the 
eas townships in Macomb County, 
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No production zone is defined. The area 
from which milk may be obtained is subject 
only to local health regulations and certain 
restrictions on new producers. 


What the License Does Not 
Attempt 


The license does not set up resale prices 
to be charged consumers for milk. 


It does not require producers, against 
their will, to sell milk to anyone, or ~ deny 
them a fair market, or prevent them from 
selling milk at a premium above license 
prices. 

It does not oblige distributors to buy milk 
from certain producers or groups of pro- 
ducers. 

It does not supplant cooperative pro- 
ducers’ associations. 

It has nothing to do with labor conditions, 
rates of pay for labor, the regulation of 
farm and milk-plant management, or dis- 
tributing margins. 

It does not prescribe any health ordinances 
or regulations. 


What the License Seeks to 
Accomplish 


The license is designed to secure several 
important objectives. 
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1. To maintain the income of milk producers 
at as high a point as may be justified 
by current supply and demand condi- 
tions on the market 


The license establishes minimum prices 
payable to producers by distributors who 
buy their milk. These prices at the time 
this is printed (March 1935) are scheduled 
on a Classified-use basis, f. o. b. Detroit, 
per 100 pounds of 3.5 percent milk, as 
follows: 


Class I milk (used for direct consump- 
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Class IT milk (used for cream).—Three and 
one-half times the average whole- 
sale price at Chicago of 1 pound 
of 92-score butter plus 33) per- 
cent, plus 20 cents. 

Class IIT milk (used for all other purposes).— 
Three and one-half times the aver- 
age wholesale price at Chicago of 1 
pound of 92-score butter, plus 18 
percent thereof. 


Distributors are obliged to pay or deduct 
3 cents per hundredweight of milk for each 
one-tenth of 1 percent butterfat above or 
below 3.5 percent and 4 cents when Chicago 
wholesale butter exceeds 25 cents per pound. 


2. To give each producer an equitable share 
of the market and to equalize among 
producers the burden of carrying surplus 
milk not in demand for direct consump- 
tion and therefore low in value 


‘“‘Bases,’”’ or shares, of the total deliveries 
sold on the market as fluid milk or cream at 
the higher prices are allocated to all producers 
by the Market Administrator. These 
‘“‘bases”’ are calculated on the volume of past 
deliveries by producers as shown by available 
records. The base of an individual pro- 
ducer is his proportion of the total fluid 
milk and cream sales on the market as estab- 
lished by his deliveries during a certain 
period of the year determined by the Market 
Administrator. 

For example: Suppose Class I and Class II 
sales during the specified period total 40,000 
hundredweight per day and that total deliv- 
eries by producers are 50,000 hundredweight. 
Suppose the individual producer delivers 5 
hundredweight per day during this same 
period. His individual base is then four- 
fifths of his deliveries, or 4 hundredweight. 
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The system of computing the base may be 
adjusted to suit market conditions. 

A producer receives one price (the ‘‘ blended 
price’”’ described below, under point No. 3) 
for his base milk and a lower price named in 
the license for all milk he delivers in excess 
of his base, 


3. To insure that producers receive full value 
for their milk according to the classes 
in which it is sold or used 


All distributors are required to report their 
total purchases and their sales by classes. 
Milk delivered by producers is classified as 
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base and excess milk for purposes of payment 
to producers, and milk sold or used by dis- 
tributors is classified as Class I, Class II, and 
Class III milk, for purposes of computing 
total amounts to be paid by distributors. 


The total of base and excess equals the 
total of Class I, Class II, and Class III. It 
should be understood that the amount of 
base milk the farmers deliver may be more 
or less than the amount of milk actually sold 
by distributors as fluid milk and cream. 


But the total amount of money paid pro- 
ducers by one distributor may be less than the 
total amount of money he should pay for his 
milk according to the classes in which he used 
it. In such a case the distributor pays the 
difference into an adjustment fund operated 
by the Market Administrator. In case the 
total amount paid producers by another dis- 
tributor is greater than the actual amount he 
should pay for his milk according to its use, 
he would draw the difference out of the ad- 
justment fund. 


This plan of equalization makes it possible 
to pay all producers the same base and excess 
prices, regardless of how much or how little 
base or excess milk any producers may deliver 
to certain distributors, or the classes in which 
their milkis used. At the same time it main- 
tains equal competitive conditions as between 
distributors, 
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At the end of each month the Market 
Administrator, from the reports of distrib- 
yrors: computes the price to be paid for base 

ilk. 


This is how he computes that price: 

From the distributors’ reports he first cal- 
culates on the basis of use, at the prices stated 
in the license, the total value of all milk de- 
livered by all producers and used in all 
classes. 

To determine the value of all the base 
milk delivered, the Market Administrator 
calculates the value, at the special surplus 
price specified in the license, of all milk 
delivered by all producers in excess of their 
bases, and subtracts this figure from the 
total value of all milk delivered by all pro- 
ducers. The remainder is the amount to be 
paid for base milk. 

Certain transportation deductions are es- 
tablished in the Detroit license to cover cost 
of bringing milk from country receiving sta- 
tions to city plants. Deductions from the 
total valuation may also be made for milk 
delivered to dealers by new producers, but 
in practice these deductions are so small as 
to have little effect on the final result. 

The next step is to get the price, per 
hundredweight, payable to producers for 
their base milk. To do this the Market 
Administrator divides the total amount 
available to pay for base milk by the number 
of hundredweight of delivered base milk. 

An example helps to explain. 

Suppose 500,000 hundredweight of milk 
has been delivered by producers to distribu- 
tors in 1 month. Suppose it is sold by 
distributors as follows: 

Class I milk, for fluid purposes, 
320,000 hundredweight, value under the 
license, $2.25 per hundredweight, or 
$720,000. 

Class II milk, for fluid cream, 50,000 
hundredweight, value under the license 
on the Chicago butter market, say $1.60 
per hundredweight, or $89,000. 

Class III milk, which includes all 
other uses, 130,000 hundredweight, value 
under the license on the Chicago butter 
market, say $1.25 per hundredweight, 
or $162,500. 

Adding the above amounts, distributors 
are obligated to pay $962,500 for all milk 
delivered by producers. 
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Next determine the value of the excess 
milk. Suppose that of the 500,000 hundred- 
weight delivered by producers, 91 percent, or 
455,000 hundredweight, represents milk 
within the base amount, and 9 percent, or 
45,000 hundredweight, is excess milk, which 
according to the license receives the special 
surplus price equal to the Chicago butter 
market times the butterfat test of the milk. 
Assuming that the price thus determined is 
$1.06 per hundredweight, the value of the 
excess milk would be $47,700. This $47,700 
is then subtracted from the $962,500, leaving 
a net of $914,800—the value of the base milk. 

To obtain the price per hundredweight 
payable to producers for base milk, divide 
$914,800 by 455,000, which gives $2.10—the 
price to be paid by distributors to producers 
for each hundredweight of base milk they 
have delivered. This price, sometimes called 
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the ‘‘blended price,’’ varies from month to 
month according to the proportion of total 
base milk delivered which is sold as Class 
I and class II. 

Under the license all producers get an 
equal price per hundredweight for base milk. 
Also, all producers get an equal price per 
hundredweight for excess milk. An individ- 
ual producer’s average price depends on how 
much milk he delivers in excess of his base. 


4. To guard against failure or undue delay 
in payments for milk 


Distributors are required to establish finan- 
cial responsibility through bonds or periodic 
advance deposits. 


5. To check the accuracy of tests and weights 
made by distributors on milk delivered 
by producers 


Where cooperative associations have not 
already provided this service for their mem- 
bers, the Market Administrator checks dis- 
tributors’ tests and weights of milk. Under 
authority of the Secretary of Agriculture, he 
has access to the books and records of dis- 
tributors for this purpose, as well as to verify 
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receipts and sales of milk or to compile gen- 
eral market information—all being confi- 
dential in respect to individual companies 
or individuals. 


6. To help maintain equitable relations be- 
tween producers on the Detroit market 
and preducers elsewhere 


New producers who wish to come into the 
market are obligated to take the special 
excess price for all their deliveries for about 
one month. Distributors in other markets 
are not allowed to dump cream on the Detroit 
market at cut rates. 


7. To provide, through a _ wmilk-industry 
board, a means whereby a broad local 
point of view may be ascertained, as 
assistance to the Market Administrator 
and the Agricultural Adjustment Ad- 
ministration 


The Detroit Milk Industry Board consists 
of nine members, named by the Secretary of 
Agriculture upon recommendation from the 
market. They represent producers, con- 
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sumers, and distributors. Their service has 
been of considerable assistance to the Market 
Administrator and agencies on the market. 


Distributors Who Are Also 
Producers 


Producer-distributors are not a large factor 
in the Detroit market. Yet, obviously, for 
milk which such persons produce themselves, 
they cannot operate under the method of 
payment and accounting that is required for 
milk purchased from wholesale shippers. 
Milk produced by distributors, therefore, is 
exempt from most of the requirements of the 
license, in an amount up to their established 
bases of sales and uses to their customers. 
Producer-distributors do, however, make 
reports of their sales and uses to the Market 
Administrator. Milk which they sell above 
their base, as well as any milk which they 
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buy from other producers, and all bulk milk 
which they sell to other distributors, is sub- 
ject to the requirements of the license. 


Operating Costs 


To pay the expense of the supervisory ser- 
vices of the Market Administrator, the 
producers’ groups agreed to a maximum de- 
duction of three-fourths of 1 cent per 100 
pounds of milk, and this provision is in the 
license. Producer-distributors also pay 
three-fourths of 1 cent per hundredweight of 
milk they produce. 

Producers who do not get from their 
association such market services as check 
testing, verifying of weights, market informa- 
tion, and guarantee against default in pay- 
ments due them, receive such protection 
under the license in return for uniform deduc- 
tions of not more than 2% cents per hundred- 
weight of milk. This fund is kept separate 
by the Market Administrator for such pur- 
poses only and if it reaches a total more than 
sufficient for these services, he may waive 
its collection in any period, or prorate the 
balance among those who furnished the fund. 

Copies of the license, and answers to ques- 
tions about it, will be available at the office 
of the Market Administrator. It is his duty 
to explain the license and supervise it, but 
he has no authority to make any changes in 
its provisions. 
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